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OPINIONS OF THE ACCOUNTING
PRINCIPLES BOARD
Prominent on the covers of several of the nine Accounting Research Studies 
published by the American Institute of Certified Public Accountants from September, 
1961 to the present time is the legend, “This research study is published for dis­
cussion purposes. It does not represent the official position of the American Institute 
of Certified Public Accountants.”
Contrary to the Research Studies, departures from Opinions of the Accounting 
Principles Board are required to be disclosed either in footnotes to financial state­
ments or in the audit reports of members of AICPA in their capacity as independent 
auditors. For this reason the Opinions are relevant to accountants in industry as 
well as to accountants in public practice.
The Opinions are, in effect, the rules of the game for financial reporting purposes 
and a basic knowledge of them is a mandatory prerequisite to preparation of or 
understanding of financial statements currently being issued.
Elsewhere in this issue is a comprehensive discussion of “Reporting of Leases in 
Financial Statements of Lessee”, Number 5, issued in September, 1964.
Reviewed below are the two most current Opinions, “Accounting For Income 
Taxes,” Number 11, and “Omnibus Opinion—1967”, Number 12, both issued in 
December, 1967. As these Opinions are reflected in future financial statements their 
impact will be important changes in previously used reporting procedures.
“Accounting for Income Taxes,” Opinion No. 11 of the Accounting Principles Board, 
American Institute of Certified Public Accountants, 1967, 33 pages, $.50.
“Accounting for Income Taxes” was approved by the Accounting Principles Hoard 
of the AICPA late in December 1967 and represents a significant accomplishment 
in narrowing the range of generally accepted accounting principles.
Simply speaking, the Opinion deals with recognition of income taxes on all 
differences between book and tax income. Such differences lead, of course, to the 
computation of an amount for income taxes payable in any given period which 
does not necessarily represent the appropriate income tax expense based on pretax 
accounting income reported in financial statements of the same period.
These book and tax differences stem from the recognition of revenues or expenses 
in one period for tax purposes but in another for book purposes. The Opinion calls 
such differences “timing differences.”
Probably the most frequent timing difference comes about from the use of ac­
celerated depreciation for tax purposes and straight-line depreciation for book pur­
poses. In the early years of an asset’s life, tax expense based on pretax accounting in­
come will exceed tax paid to the Internal Revenue Service. This “excess,” called 
deferred taxes, is a deferred credit until, in the later life of the asset, straight-line 
depreciation exceeds accelerated depreciation. When this occurs, the process is re­
versed, and tax expense based on pretax accounting income will be less than the tax 
liability. At that time, the deferred taxes become taxes payable to the I.R.S.
Another type of timing difference occurs when certain expenses, such as warranties 
and guarantees, are recognized for accounting purposes when the related products are 
sold, but claimed as tax deductions only in the period in which paid. In this instance, 
tax expense based on pretax accounting income will be less than the tax liability based 
on taxable income. The difference between the two tax amounts is a deferred charge on 
the balance sheet until the amounts claimed as deductions for tax purposes exceed 
the amounts recorded as expenses for book purposes.
There are two other types of timing differences which may occur. Revenues can 
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be recognized for books earlier than for taxes. For example, profit on installment 
sales may be recorded on the books at the date of sale, but may be reported on the 
tax return when later collected. The fourth type of timing difference arises from 
reporting revenues earlier for taxes than for financial accounting purposes. Revenues 
from service contracts are taxed when collected, but deferred until earned for financial 
accounting purposes.
The Accounting Principles Board in its Opinion No. 11 recognizes that there are 
at least three schools of thought on the subject of apportioning income taxes among 
periods, i.e., interperiod tax allocation, which have been adopted in practice. These 
three methods are discussed briefly in the Opinion, and are followed by a discussion 
on the extent to which interperiod tax allocation should be applied: partial allocation 
vs. comprehensive allocation.
The conclusion is reached that “comprehensive interperiod tax allocation is an 
integral part of the determination of income tax expense. Therefore, income tax 
expense should include the tax effects of revenue and expense transactions included in 
the determination of pretax accounting income. The tax effects of those transactions 
which enter into the determination of pretax accounting income either earlier or 
later than they become determinants of taxable income should be recognized in the 
periods in which the differences between pretax accounting income and taxable 
income arise and in the periods in which the differences reverse.”
Discussion is given to the problems of operating losses with their carryback—carry­
forward provisions and the related pretax accounting income. With carrybacks, the 
tax effect of the loss carryback can be included in the results of operations of the loss 
year since realization is assured. While an operating loss carryforward is applicable to 
the loss year, the future tax benefit of an operating loss carryforward should not 
be recorded in the accounts during the loss year unless its “realization is assured beyond 
any reasonable doubt at the time the loss carryforwards arise.” Guidelines are in­
cluded for defining “beyond any reasonable doubt.”
The Opinion contains specific directions for the presentation of income taxes 
in the balance sheet and in the income statement. For example, the income statement 
(or notes) should analyze total income tax expense into four components:
a. Tax estimated to be payable for the period,
b. Effects of income tax allocation,
c. Effects of investment credit, and
d. Effects of operating losses.
Accounting for income taxes as outlined in this Opinion is effective for fiscal 
periods beginning after December 31, 1967.
Needless to say, these brief comments do not cover all aspects of the Opinion nor 
do they deal with some of the exceptions to the Opinion.
This Opinion, containing only 67 paragraphs, is short in length but certainly 
long in content. It will take several careful readings of those paragraphs to grasp 




“Omnibus Opinion—1967,” Opinion No. 12 of the Accounting Principles Board, 
American Institute of Certified Public Accountants, 1967, 9 pages, $.50.
This Opinion, the second of the annual Omnibus Opinions, covers miscellaneous 
matters which do not seem to justify separate Opinions.
The items included in Omnibus—1967 are summarized as follows:
1. The requirement (established in APB Opinion No. 10) that discount be imputed 
upon issuance of convertible debt or debt with warrants attached is suspended 
pending the issuance of a separate Opinion later this year.
2. The compound interest method of computing amortization of bond discount is 
acceptable.
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3. Allowances for losses on receivables and investments and for depreciation, 
depletion, and amortization should be deducted from the assets to which they 
relate.
4. Disclosure of depreciable assets and depreciation should include:
a. Balances of major classes of depreciable assets at the balance sheet date.
b. Accumulated depreciation at the balance sheet date by major classes of 
depreciable assets or in total.
c. Depreciation expense for the period, and
d. A general description of methods used in computing depreciation with respect 
to major classes of depreciable assets.
5. Deferred compensation contracts, not considered to be pension plans, are to be 
accounted for individually on an accrual basis.
6. When financial position and results of operations are presented, disclosure of 
changes in the separate stockholders’ equity accounts—in addition to retained 
earnings—should be given for the most recent fiscal year.
The first item indicated above is effective immediately; in other respects, this 
Opinion is effective for fiscal periods beginning after December 31, 1967.
Phyllis E. Peters, CPA
Detroit, Michigan
TWENTY-FIVE YEARS AGO IN THE WOMAN CPA
Undoubtedly you have heard the story about the mouse and the frog who were in 
a can of milk. The mouse decided nothing could be done, swimming was a tiresome 
and futile process, and so it gave up and drowned. The frog kept paddling furiously 
and when the farmer removed the lid at the creamery, there was the frog resting on 
a little cake of butter.
Most people feel that life has become a bewildering and complex endurance test. 
The world is frightened. Argument supporting any theory is usually based on fear 
because knowledge is lacking. This is not only true in advertising but in such fields 
as politics and economics. The mouse type will say “what’s the use”. If there are 
enough of them, the world will be in chaos. But if there are a sufficient number 
of sturdy, intelligent individuals who will seek out the facts, there will be little 
islands of stability in each community on which mankind can rest.
Ten years ago, we thought in terms of pre-depression standaids and lived in a sort 
of suspended state waiting for the depression to end and a return of the life we once 
knew. That suspended state has become more precarious because the depression has 
paled before the tragedy and horror of a global war. The end of that war is not going 
to bring the security of which you are longing unless you work for it. It is the fate of 
this generation to live in one of those periods in history when the forces of 
reaction battle for supremacy over freedom and progress. It has happened before.
During every onward surge in the story of civilization, man has acquired new 
tools. These tools bring not only additional comfort and happiness but they carry 
the power to destroy as well. Science has developed wondrous material benefit but 
it can destroy cities in a few seconds. The invention of the steam engine in 1769 made 
it possible to feed and clothe every living person but it also brought slums, and 
unemployment and spread disease, misery and vice. The tools that were developed in 
the last one hundred and fifty years of scientific and industrial evolution have af­
fected the lives of all citizens in civilized countries. They have raised living standards 
in varying degrees but they have brought a host of problems because our mental 
and moral standards have not kept pace with our technical ability.
From “Inflation and Taxation” by Jane Goode, CPA, April 1943
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